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1 Policy and law
What is the government policy and legislative framework for the
electricity sector?

The liberalisation of the electricity market started in the mid-90s
with the enactment of the legislative framework setting the stage for
privatisation of the sector. Over time the government’s objective has
become the implementation of the Community requirements with
special regard to Directive 2003/54/EC (the Directive) concerning
common rules for the internal electricity market. The first stage of
liberalisation was reached by 1 July 2007. Nevertheless, by that time
only the market for non-household customers had effectively been
liberalised, while the liberalisation as far as household customers
are concerned was only completed effective 1 January 2010. The
most important piece of legislation is undoubtedly Act 86 of 2007
on Electric Energy (the Electricity Act), whereas the accompanying
executive Government Decree No. 273/2007 (the Executive Decree)
also has great relevance.

The energy policy for the period 2008 to 2020 was adopted by
the Hungarian Parliament in 2008. The document sets out the pri-
mary objectives of the Hungarian energy policy, the most significant
ones focusing on security and sustainability of energy supply, as well
as competitiveness and social responsibility in the sector. In order
to enhance competition and the security of supply, the policy envis-
ages intensive diversification in terms of energy sources and energy
supply routes. As for sustainability, the policy stresses the intention
to gradually increase energy efficiency and the ratio of renewable
energy sources.

2 Organisation of the market
What is the organisational structure for the generation, transmission,
distribution and sale of power?

In recent years, the market has been gradually opened up in compli-

ance with the Community requirements, primarily in terms of the

Directive. The goal was to reach total liberalisation by the end of

the process. Currently the following actors are highlighted by the

Electricity Act:

e power plants (generators);

¢ transmission network/system operator (MAVIR);

¢ distribution system operator;

¢ electricity traders (each may also act as universal service provider
on the basis of a separate licence);

® universal service providers;

* non-universal service customers;

* universal service customers; and

e supplier of last resort (potential market actor as a result of insol-
vency of universal service provider).

The power plants generate and supply the system with electricity,
selling their capacity to the electricity traders, as well as to universal
service providers. The single Hungarian nuclear power plant located
in Paks produces 40 per cent of the electricity used in Hungary.
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The transmission system operator, the Hungarian Transmission
System Operator Company Ltd (MAVIR), is in charge of the man-
agement, reliability, safety and balance of the entire system. MAVIR
is responsible for operating, maintaining and developing the trans-
mission grid, and granting transparent and non-discriminatory access
thereto.

The distribution system licensees are required to operate, main-
tain and develop the distribution grid in their respective area in a
secure and efficient way and to provide transparent and non-dis-
criminative access thereto.

Universal service providers shall contract with customers eligible
for universal service in such area of Hungary as is covered by their
licence. As of 1 January 2009, any electricity trader has the right to
obtain a universal service licence for a designated area of Hungary
(the smallest area for which a universal service licence can be applied
for is one county).

Regulation of electricity utilities - power generation

3 Authorisation to construct and operate generation facilities
What authorisations are required to construct and operate generation
facilities?

For the purpose of ensuring safe operation of the electricity system,
the construction and operation of electricity generation facilities with
a capacity of 0.5MW or above is subject to licensing by the Hungar-
ian Energy Office (HEQ). ‘Small’ power plants (with a capacity of at
least 0.5MW, but below S0MW) are subject to a simplified licensing
procedure, as a result of which they can be granted a unified small
power plant permit, whereas a licence for construction and operation
of power plants with a capacity of SOMW or above shall be obtained
in separate authorisation proceedings. Additionally, wind power
plants (except for plants with a capacity below SOMW not connected
to the transmission and distribution system, as well as plants with
a capacity not exceeding 50kVA) can only be constructed upon a
tender of the HEO. Furthermore, special, more stringent licensing
requirements apply to nuclear energy generating facilities.

In addition to the foregoing, the construction and operation of
electric power plants is subject to real estate-related licensing proce-
dures with some sector-specific characteristics. Construction work
can be commenced once in possession of a building permit issued
by the competent building authority. Following the completion of
construction work, the new electricity generation facility may only
be occupied and operated after occupancy and operating permits are
granted, respectively. On the other hand, there are further, less sector-
specific licensing requirements, such as environmental or water-use
permits.
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4 Interconnection policies
What are the policies with respect to interconnection of generation to
the transmission grid?

All generators can access the transmission and distribution grid on
equal terms. The conditions of access must be free from discrimi-
nation, unfair practices or unjustified restrictions. Nonetheless, the
terms of access must not jeopardise the safety or quality of the elec-
tricity supply.

5 Alternative energy sources
Does government policy or legislation encourage power generation
based on alternative energy sources such as renewable energies or
combined heat and power?

The main policy targets and legislative provisions on alternative
energy sources are set out in the Electricity Act, in various govern-
ment and Parliament energy policies for the period between 2008
and 2020, in particular in the policy on the increase of use of renew-
able energy sources, as well as in the Amended National Action Plan
for Energy Efficiency in Hungary.

The above government resolutions (in compliance with the EU
expectations for Hungary) have set the following targets for 2020:
e the use of renewable energy resources altogether shall equal

186.3P] (a rate of 15 per cent); and
¢ within electricity power generation the use of renewable energy

resources shall equal 9,470GWh (79.6PJ).

In order to facilitate compliance with these targets, there are various
legal requirements in the current legislation that aim to foster the use
of alternative energy sources. Most importantly, within the frame-
work of a differentiated purchasing obligation regime established
by the Electricity Act, the electricity traders (including providers of
universal services) and authorised producers supplying electricity
directly to end-users have an obligation to purchase energy gener-
ated from renewable sources, waste and combined heat and power
up to a certain quantity set by the HEO (mandatory off-take regime)
at a regulated tariff. Additionally, there is an intention (declared in
the Electricity Act) to introduce a system of trading with green certifi-
cates, which would certify that electricity was generated from renew-
able sources or waste.

6 Climate change
What impact will government policy on climate change have on the
types of resources that are used to meet electricity demand and on
the cost and amount of power that is consumed?

The Amended National Action Plan for Energy Efficiency of Hun-
gary, in compliance with the Directive 2006/32/EC on energy end-
use efficiency and energy services, contains an action plan package
in order to reach the national energy savings target of 9 per cent
until the end of its application between 2008-2016. Concerning the
impact on the amount of power that is consumed, Hungary under-
took by ratification of the Kyoto Protocol in 2002 to reduce its green-
house effect gas emissions until 2012 by 6 per cent out of all energy
resources (relative to the emission levels of 1990). Hungary will in
the future set its commitments in correlation with the targets set by
the EU as well.

The government’s strategy is that by 2020 the use of energy from
renewable sources in Hungary shall reach 186.3P]/year, which equals
a target of over 15 per cent. Furthermore, in the light of the commit-
ment of the EU to a reduction of 20 per cent, the Hungarian emission
reduction targets (in comparison to the emission levels of 1990) for
2025 shall be 16 to 25 per cent. The costs spent on the reduction of
greenhouse emissions are expected to increase in the long term due
to Hungary’s obligation to comply with the ever-stricter international
requirements.

As for the resources being used, Hungary has the fifth-lowest
per capita CO, emission rate within the EU, which on the one hand
is attributable to the fact that 40 per cent of the total energy pro-
duction of public power plants in the country comes from nuclear
energy, and on the other is to that the proportion of energy gained
from natural gas is 43 per cent out of the total energy usage, the
highest figure within the EU. Whereas the developments in the near
future are expected to be mainly natural gas-based, according to the
national strategy, the use of fossil energy resources shall be reduced
in the long term, and the use of renewable energy resources must be
promoted and increased.

7 Government policy
Does government policy encourage development of new nuclear power
plants? How?

The process to extend the operation permit of the nuclear power
plant at Paks is expected to be carried out, as the construction of new
nuclear power capacity will be necessary in the next two decades.
The construction of new facilities is expected to take place follow-
ing the extension of the operational life of the power plant at Paks,
after 2025 to 2030. The Parliament has requested the government
to start the preparatory works for decision-making for the purposes
of constructing new atomic energy plant facilities at Paks and gave
its preliminary consent for the preparation to construct new blocks
there.

Regulation of electricity utilities - transmission

8 Authorisations to construct and operate transmission networks
What authorisations are required to construct and operate
transmission networks?

The transmission licence and the system operator licence is statu-
torily unified and must be obtained from the HEO. The licensee
must be, by virtue of the Executive Decree, a company limited by
shares to be directly or indirectly controlled by the state and hav-
ing a minimum subscribed capital of 100 billion forints. As already
noted, MAVIR is the single transmission network licence holder in
the territory of Hungary.

Construction (as well as the expansion) of the grid requires build-
ing and occupancy permits and a permit for operation, conducted by
the building authority, has some sector-specific characteristics. Addi-
tional (not sector-specific) licences, such as environmental permits,
are also required for the construction of transmission grids.

9 Eligibility to obtain transmission services
Who is eligible to obtain transmission services and what requirements
must be met to obtain access?

Market operators (generators, distribution system licensees, electric-
ity traders and universal service providers) shall have access to the
transmission grid on equal terms. The conditions of access must be
free from discrimination, any unfair practices, or unjustified restric-
tions. Furthermore, the terms must not jeopardise the safety or
quality of the electricity supply. All users shall be entitled to have
access to transmission networks under a network connection and
use agreement, in consideration for ‘network access tariff’. In special
circumstances (for example, if the safety of life or property is threat-
ened, if there is a shortage of electricity, or if malfunctions occur) the
transmission system operator (MAVIR) may be entitled refuse access
to the transmission grid.
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10 Government incentives
Are there any government incentives to encourage expansion of the
transmission grid?

There are no sector-specific state incentives. However, in general,
certain tax benefits are available relating to the development of the
transmission grid. Development is ‘encouraged’ by the force of law
to a certain extent. To this effect, the Electricity Act obliges the trans-
mission system operator to prepare a development plan for the grid,
taking into account the individual development plans to be prepared
by the distribution licensees respectively (Grid Development Plan of
the Hungarian Electricity System). The Grid Development Plan shall
be prepared at least biannually and approved by the HEO. If the
approved development plan is not fulfilled by any grid licensee, the
HEO can publish tenders for the completion of such in lieu of the
defaulting grid licensee.

11 Rates and terms for transmission services
Who determines the rates and terms for the provision of transmission
services and what legal standard does that entity apply?

The rates for transmission services (transmission network operation
tariff and ancillary services) and the related terms and conditions are
fixed and are to be construed as the statutory maximum of prices.
The HEO is responsible for proposing the pricing structure, taking
into account the suggestions received from authorised system opera-
tors. Thereupon, the competent minister (the minister of national
development, MND, at present) is entitled to set the rates for trans-
mission services, as well as the related terms and conditions. The
tariffs must be transparent, proportionate and non-discriminatory,
furthermore, they must be determined considering the reasonable
operation costs and the invested capital, on the basis of comparative
analysis. The pricing structure shall comply with the principle of
minimum cost in order to encourage the affected licensees to improve
the efficiency of their businesses and the quality of their services. The
rates are set out in the respective ministerial decree.

12 Entities responsible for assuring reliability
Which entities are responsible for assuring reliability of the
transmission grid and what are their powers and responsibilities?

The transmission system operator MAVIR is in charge of the
management, reliability, safety and balance of the entire electric-
ity system. MAVIR is responsible for operating, maintaining and
developing the transmission grid, and granting transparent and non-
discriminatory access thereto. MAVIR has extensive powers to imple-
ment the necessary measures for the purpose of ensuring proper and
reliable functioning of the system. In particular, in the case of dis-
turbance in the supply of electricity, when a significant malfunction
occurs (eg, an event affecting the transmission grid that prevents or
stops electricity transmission or seriously endangers the operational
safety of the electricity system, but that does not, however, consti-
tute an emergency situation) MAVIR (and the competent distribu-
tion network operator, respectively) is entitled to give instructions on
network users. In an electricity supply emergency situation it is for
the government to introduce protective measures.

Regulation of electricity utilities - distribution

13 Authorisation to construct and operate distribution networks
What authorisations are required to construct and operate distribution
networks?

Operation of a distribution network is subject to HEO licensing.
Under the Electricity Act business associations operating in the form
of companies limited by shares or private limited liability companies.
Operating licences issued for electricity distribution shall be valid
for 25 years, and can be extended. Furthermore, the construction is
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subject to licensing procedures as regards building and occupancy
permits, which fall within the authority of the respective construction
authorities. In addition to building and occupancy permits, an opera-
tion permit must also obtained from the construction authorities.
Additional (not sector-specific) licences, similar to those for trans-
mission network operation, such as environmental permits, are also
required for the construction of distribution networks.

14 Access to the distribution grid
Who is eligible to obtain access to the distribution grid and what
requirements must be met to obtain access?

In line with the rules applicable to accessing the transmission grid, the
market participant licensees (generators, electricity traders, univer-
sal service providers) shall also have equal access to the distribution
grid. Distribution system operators have the legal obligation to make
available the grid they control to network users as they are subject to
contracting obligation, for the transmission of electricity. The condi-
tions for access to the distribution system may not be discriminatory,
may not provide grounds for abuse, may not contain unreasonable
restrictions or jeopardise the security of supply and the prescribed
quality of services. The basic requirements are similar to those for
access to the transmission grid.

15 Rates and terms for distribution services
Who determines the rates or terms for the provision of distribution
services and what legal standard does that entity apply?

The distribution rates (ie, the distribution tariffs) are determined by
the competent ministry (the MND) upon the proposal of the HEO.
The HEO in the process of drawing up its proposal shall take into
consideration the opinion of the affected licensees in this regard. The
Electricity Act lays down the ground rules for the determination of
such tariffs. Specifics of the price development methods are set out in
the related subordinate ministerial decrees (together with the above-
mentioned transmission rates). The rates are to be construed as the
statutory maximum prices. The tariffs may comprise components
consistent with the cost structures on which the tariffs are based
and shall be transparent, proportionate and non-discriminatory. In
principal, the tariffs shall be sufficient to cover the capital invested
and the justified and reasonable operating expenses of the affected
licensees.

Regulation of electricity utilities - sales of power

16 Approval to sell power
What authorisations are required for the sale of power to customers
and which authorities grant such approvals?

The legal regime makes a distinction between a full-scope operation
licence for electricity trading (allowing the licensee to supply consum-
ers directly) or a restricted operation licence (not allowing the licen-
see to supply consumers directly). A full-scale licence can be granted
to a company, or a branch of a company established in the EU (or in
a state that is member of the EEA), whereas a restricted licence is to
be given a company registered in another EU member state, provided
that such company is authorised to pursue electricity trading and
undertakes to maintain an office in Hungary on a permanent basis.
HEO is the authority that issues the aforesaid licences and has a legal
obligation to do so on the condition that the applicant has fulfilled all
statutory requirements. Also, eligibility for a universal service licence,
save for a couple of exceptions deriving from the former electricity
act, is subject to the respective electricity trader holding a full-scope
operation licence.
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17 Power sales tariffs
Is there any tariff or other regulation regarding power sales?

Upon the replacement of the previous public utility sector by the
universal service provision in 2008, energy prices between electricity
traders and non-universal consumers depend upon the free agree-
ment of the parties. Community principles shall apply here also, inso-
far as the domestic regulation provides that universal service must be
offered at reasonable, easily and clearly comparable and transparent
prices. As for the tariff applied by universal service providers, the
price of the power provided within the framework of universal serv-
ice agreement is statutorily set by the competent minister.

18 Rates for wholesale of power
Who determines the rates for sales of wholesale power and what
standard does that entity apply?

In principle, the parties to electricity transactions of wholesale power
(ie, purchasing electricity for the purpose of resale) are free to agree
on the purchase price. However, the Electricity Act contains certain
restrictions. In order to promote the use of renewable energy sources,
waste as an energy source and electricity produced in a cogeneration
process, a differentiated off-take regime was established. Within this
regime a specified amount of electricity at a specified price shall be
purchased by the participants of the market for wholesale electricity
(from MAVIR). The off-take obligation may be carried out either at
market prices or at a price specified by legislation. The take-off price
of electricity shall be determined by government decree.

Moreover, if an the authorised operator with significant market
power is in a position of sustaining prices at an excessively low or
high level, the HEO, to the extent required for the protection of con-
sumers’ interests, is entitled to impose obligations relating to price
controls (eg, applying cost-based pricing or imposing a duty to auc-
tion at a predetermined volume and starting price).

19 Public service obligations
To what extent are electricity utilities that sell power subject to public
service obligations?

Universal service providers are imposed by law with contracting obli-
gation (meaning an obligation for supplying electricity of a specified
quality at easily and clearly comparable, transparent and reasonable
prices) in relation to eligible users located within the service area
specified in the authorisation or licence for providing universal serv-
ices. Such eligible users include household customers, users receiving
low-voltage electricity up to a specified low amount, certain public
institutions and bodies exercising public functions. Since universal
service shall cover the entire territory of Hungary, should an area
not be covered by any of the universal service providers, the HEO
would have the right to oblige an electricity supplier in a dominant
position of significant market power to apply for universal service
authorisation or licence in that area.

The HEO also has the right to appoint a supplier of last resort
in a particular area, should the electricity supply of universal service
customers by their universal service provider be endangered for a
given reason (eg, if a universal service provider becomes insolvent or
itis no longer able to satisfy its financial liabilities, if the procurement
of the required amount of electricity in order to maintain universal
services is no longer possible or if the authorisation for providing
universal services has been withdrawn by the HEO). In the event of
a lack of a voluntary applicant, any universal service provider or elec-
tricity trader considered suitable for such purpose may be selected by
the HEO to act as the supplier of last resort.

Regulatory authorities

20 Policy setting
Which authorities determine regulatory policy with respect to the
electricity sector?

The government, the Ministry of Transport, Telecommunication
and Energy (MTTE) and the HEO collectively used to perform
most of the policymaking in the electricity industry. However, due
to the restructuring of the administration by the new government
since the general elections in the spring of 2010, which also saw the
dissolution of the MTTE, the Ministry of National Development
(MND) has taken over the responsibilities of the MTTE, which made
MND the competent authority at ministerial level to supervise the
HEO thenceforth. As regards shaping the nuclear energy policy, the
Hungarian Atomic Energy Authority (HAEA) is vested with certain
competences.

21 Scope of authority
What is the scope of each regulator’s authority?

The government’s role as in preparing legislative instruments is of
great relevance in this sector, while it is also a direct regulator itself
on the governmental decree level and is on the top of the hierarchy
of the executive branch when it comes to regulatory issues.

The regulatory tasks of the competent ministry, at present the
MND, are of a more technical nature. It supervises the HEO and is
vested with the duty, among other tasks, to establish the maximum
official price, setting the fixed tariffs (where applicable) in the sector
and the financial and technical conditions of using transmission and
distribution services. The ministry carries out its regulatory duties by
issuing ministerial decrees on the respective subject matter.

The most comprehensive regulatory body, though mostly at
the licensing and supervisory level, is the HEO, which is in charge
of overseeing the electricity industry in Hungary on a permanent
basis, and the primary competences vested thereon include licensing,
market supervision, identifying and enforcing correcting measures
regarding market players with significant market power, ensuring
equal treatment and safety of energy supply as well as making pro-
posals for the statutory network access tariff rate and for the price of
the electricity sold in the framework of universal service provision.
The HAEA is responsible for licensing and other administrative mat-
ters in the nuclear energy sector.

MAVIR, as the designated transmission system operator, is
responsible for ensuring that the electricity system functions smoothly
and without interruptions, balancing the electricity system, to serve
all market operators in an objective and non-discriminatory manner,
and to provide for the operation, maintenance and improvement of
the transmission network. It also has an administrative powers to
some extent, such as right to refuse or limit access to the transmis-
sion or distribution grid if special circumstances apply (for example,
if the safety of life or property is threatened, if there is a shortage of
electricity or malfunctions occur in the operation of the system).

22 Establishment of regulators
How is each regulator established and to what extent is it considered
to be independent of the regulated business and of governmental
officials?

The HEO is the central administrative body of the whole energy sec-
tor, including the electricity industry. It functions as a central govern-
mental body and is theoretically controlled by the government and is
supervised by the minister of MND. The president and vice-president
of the HEQ are appointed and can be dismissed by the prime minister
upon the proposal of the competent minister. The HAEA has an iden-
tical legal status to that of the HEO as being a central governmental
body supervised by the MND.

Getting the Deal Through - Electricity Regulation 2011
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As far as their independence is considered, the central govern-
ment bodies are supervised by the minister designated by the govern-
ment (supervision in terms of administrative law means, among other
competencies, establishment of the respective bodies, legal, financial,
efficiency control, right of appointment of the management). How-
ever, under Act 43 of 2010 on the legal status of central administra-
tive bodies, members of the government and state secretaries, these
bodies shall not be instructed (by the minister or government) within
the scope of their duties vested upon them by law.

The transmission system operator, MAVIR, is an indirectly state-
owned company limited by shares.

23 Challenge and appeal of decisions
To what extent can decisions of the regulator be challenged or
appealed, and to whom? What are the grounds and procedures for
appeal?

Resolutions of the HEO cannot be appealed to any superior admin-
istrative body, but could be subject to another form of remedy,
namely, court review within 30 days upon receipt of the resolution
in question. The petitioner for the judicial review proceedings must
assert that the challenged resolution was a breach of the applicable
laws. As the territorial competence of both the HEO and HAEA is
nationwide, the Metropolitan Court has jurisdiction as regards judi-
cial review proceedings (and its decision is further appealable to the
Metropolitan Appellate Court). Certain decisions of MAVIR can be
subject to appeal to the HEO.

Acquisition and merger control - competition

24 Responsible bodies
Which bodies have the authority to approve or block mergers or other
changes in control over businesses in the sector or acquisition of
utility assets?

The Hungarian and EU competition authorities are generally respon-
sible for change of control transactions; however, the HEO has
special authorisation to review and approve transactions involving
players in the electricity market.

25 Review of transfers of control
What criteria and procedures apply with respect to the review of
mergers, acquisitions and other transfers of control? How long
does it typically take to obtain a decision approving or blocking the
transaction?

In accordance with the rules generally applicable to concentrations,
transactions in excess of the statutory thresholds must be notified to
the Hungarian Competition Authority (HCA). The HCA’s exami-
nation focuses on the effects of the transaction, that is, whether it
decreases competition to a considerable extent, especially by creating
or strengthening a dominant position in the relevant market. The
applicable deadline is dependent on whether the case is completed in
a first-phase procedure or becomes subject to second-phase proceed-
ings. First-phase proceedings must be completed within 35 working
days. Second-phase proceedings (that is, if the case requires more
scrutiny by the HCA) must be completed within four months. These
deadlines do not include the time necessary to comply with supple-
mentary documentary or information requests made by the HCA,
and may also be subject to extension.

Apart from the above generally applicable rules, additional
restrictions apply to companies active in the electricity sector. The
approval of the HEO is necessary for the following transactions:

e acquisition of control (in respect of votes exceeding 25, 50 or 75
per cent of the total number of votes) in the licensee;

* merger, demerger and termination without legal successor of the
licensee;
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® outsourcing of a significant part of the activities set in the licence,
and

¢ transferring, leasing or encumbering of the fundamental assets or
rights of the licensee.

The HEO’s approval may not be granted or may be made subject to
specific conditions set by the authority, if the transaction endangers
the security of electricity supply, public security, the enforcement of
energy policy objectives, the fee structure, the quality of electricity
services or compliance with the principle of minimum cost. Further-
more, the HEO may block the transaction if the potential authorised
operator fails to comply with the financial, business and technical
criteria and does not have the necessary facilities, qualified staff or
does not meet the energy efficiency requirements. The HEQO shall
submit its decision within three months.

26 Prevention and prosecution of anti-competitive practices
Which authorities have the power to prevent or prosecute anti-
competitive or manipulative practices in the electricity sector?

The HEO and the HCA shall cooperate with each other for the pur-
pose of protecting and fostering competition on the electricity mar-
ket. Moreover, in order to enhance efficient competition and protect
the interests of customers, the HEO is obliged to conduct market
analysis investigations if market conditions necessitate such, but at
least once in every three years. Licensees can also request the HEO to
conduct such investigation. The HEO may, as a result of the market
analysis, identify one or more licensees as being in a dominant posi-
tion of significant market power. The HEO is obliged to cooperate
with the HCA while conducting the market analysis investigation
and in respect of identifying the licensees in dominant positions of
significant market power as well as at the proceedings for imposing
obligations. The HEO shall take due regard of the opinion of the
HCA and may deviate from such opinion only with the accompany-
ing reasoning.

27 Determination of anti-competitive conduct
What substantive standards are applied to determine whether conduct
is anti-competitive or manipulative?

In principle, the general standards of competition law are applicable
in this respect. As a generally applicable principle, it is prohibited to
conduct economic activities in an unfair manner, in particular, in a
manner violating or jeopardising the lawful interests of competitors
and consumers, or in a way that is in conflict with the requirements
of fair business.

Additionally, with regard to the considerable importance of the
electricity sector, in comparison to general competition law, there is
no additional legal requirement to prove any abusive conduct by the
licensee identified as being in a dominant position of significant mar-
ket power, but the HEO may impose certain obligations as a result of
the mere fact of being identified by the HEO as such. According to
the test to be applied under the Electricity Act, an entity can be identi-
fied as being in a dominant position of significant market power if
on the relevant market on its own or together with another market
operator, where there is a lack of competition, it enjoys a position
of economic strength affording it the power to act to an appreciable
extent independently of competitors and consumers.

28 Preclusion and remedy of anti-competitive practices
What authority does the regulator (or regulators) have to preclude or
remedy anti-competitive or manipulative practices?

The HEO can prescribe, for alicensee that has been identified as
being in a dominant position of significant market power as a result
of the market analysis, such obligations as are suitable to prevent
abuse of the dominant position of significant market power, to
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Update and trends

The Budapest Electricity Exchange (HUPX) has operating since 1 July
2010.

The transmission network operator MAVIR established its
subsidiary, HUPX Zrt, in 2007. The most important task of the
company was to carry out preparatory work for the establishment
of the organised electricity market. In April 2009, the HEO issued a
licence for the operation of the organised electricity market to HUPX
Zrt with a validity period of 10 years.

HUPX is a fully electronic organised market offering spot trading
in electricity by closed auction trading with expiries day ahead for the
delivery of electricity in Hungary. The products that can be traded on
HUPX are standard contracts for the physical delivery of electricity

within the Hungarian transmission systems. Producers, electricity
traders, universal service providers, consumers and — in certain cases
specified by the law — MAVIR and the distribution system operators
can make deals on the organised market, as long as participants
comply with the prescribed membership conditions. Deals are
concluded in megawatt hours, based on euro accounting.

Moreover, the government recently announced its intention to
introduce a special, temporary ’crisis’ levy for the next three years that
would considerably affect, inter alia, the energy sector. It is expected
that companies active on the energy market will be subject to an
annual payment of approximately 70 billion forints.

encourage competition and to promote customers’ interests (for
example, disclosure obligations can be set to foster transparency, non-
discriminatory behaviour can be required, and price limitation or
cost-base pricing can be prescribed).

Additionally, the HCA is entitled to pursue anti-competitive or
manipulative activities under general competition law. (Most impor-
tantly, the HCA is entitled to impose fines.)

International

29 Acquisitions by foreign companies
Are there any special requirements or limitations on acquisitions of
interests in the electricity sector by foreign companies?

Acquisition of an interest exceeding certain statutory thresholds in
an electricity company is subject to either notification to or consent
by the HEO. If an interest is acquired, directly or indirectly, in a
business association that is engaged in activities in the electricity sec-
tor within the meaning of the Electricity Act, reaching or exceeding
thresholds as provided in the Capital Market Act, the acquiring party
shall notify the HEO. Additionally, prior approval of the HEQ is also
required for the acquisition of control of more than 25, 50 or 75
per cent of the voting rights in an electricity company, and for exer-
cising the rights associated therewith. Majority state ownership of
certain companies of strategic importance within the electricity sector
is ensured by statutory law. The sole transmission system operator,
MAVIR and the Paks Nuclear Power Plant Plc, which operates the
single Hungarian the nuclear power plant, are majority owned by
Hungarian Power Companies Holding Ltd (MVM Zrt) and Hun-
garian State Holding Company Ltd (MNV Zrt). In MVM, the per-
manent state interest shall not fall under 75 per cent plus one vote
pursuant to the State Assets Act.

30 Cross-border electricity supply
What rules apply to cross-border electricity supply, especially
interconnection issues?

Since the relevant EU regulation does not allow discrimination
between access to inland grids and access to cross-border grids, no
separate licence is required for cross-border electricity supply. Not-
withstanding the above, the transmission system operator may refuse
access to the transmission or distribution grid, if the electricity sup-
plied through the border originates from sources, the operation of
which endangers or may endanger the life or property of persons
in Hungary, nature or the environment. Additionally, access may
be refused if it is considered to have an adverse effect on the use of
renewable energy sources or the production of energy generated from
waste or combined heat and power. Given the relatively low transfer
capacity of cross-border networks as compared to the demand for
cross-border transfer of electricity, available transfer capacities are
sold through capacity auctions arranged by the transmission system
operator.

Transactions between affiliates

31 Restrictions
What restrictions exist on transactions between electricity utilities and
their affiliates?

In order to ensure non-discriminatory transmission or distribution
grid access to all market participants, vertically integrated electric-
ity undertakings must meet certain unbundling obligations, meaning
that the transmission system operator and the distribution system
licensees must be independent from other market players (genera-
tors and suppliers) in terms of legal personality, organisation and
decision making. Specifically, grid licensees are not entitled to enter
into a control contract (ie, for the purpose of operating in the form
of a recognised group in which the autonomy of the controlled
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Update and trends

In compliance with Section (8) of Article 142 of Act LXXXVI of
2007 on Electric Energy, the Hungarian Energy Office published
its recommendation concerning rates of electricity transmission
services for 2011 on its website. The recommendation of the
Office published on 19 November 2010 contained the followings:
draft of the ministerial decree's amendment - calculation of the
transmission operation tariff and ancillary services - suggested
modification of distribution tariffs.

company may be restricted by the dominant member, as the interest
of the group as a whole may necessitate this) with another group
member. Furthermore, grid licensees can not acquire shareholdings
in companies active in generation or supply. Since grid licensees are
statutorily obliged to ensure non-discriminatory network access, and
the requirements of unbundling are also required to be fulfilled as
a guarantee for network access on equal terms, there is no ‘extra
restriction’ applied for transactions between grid licensees and their
affiliates active in either generation or supply. Further to the above,
special accounting rules exist for integrated energy companies, which
require that the various business activities are separately indicated
(as if the activities were carried out by independent companies) in
the finances, excluding the possibility of cross-subsidisation within
various divisions of the company.

www.gettingthedealthrough.com

32 Enforcement and sanctions
Who enforces the restrictions on utilities dealing with affiliates and
what are the sanctions for non-compliance?

The HEO is authorised to enforce compliance with the above require-
ments. In the event of non-compliance with statutory requirements,
the HEO may notify the company concerned to comply with the
relevant legal provisions, impose fines or even withdraw the com-
pany’s licences.
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